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CONSUMER CREDIT 





APID EXPANSION of consumer credit during the past 

year has brought expressions of mounting uneasiness 
from many observers. The uneasiness was reflected in a 
suggestion by President Eisenhower, in the Economic 
Report to Congress on Jan. 24, that it would be wise to 
consider arming the government with standby authority 
to regulate instalment buying. The President felt that in 
order to “promote stable economic growth, it would be 
desirable to increase the influence that the federal govern- 
ment can exercise on consumer credit.” He said: 

In view of the increasing importance of the durable consumer 
goods industries in our economy and their marked tendency to 
fluctuate, consideration should be given to restoring the govern- 
ment’s power to regulate the terms of consumer instalment 
credit .. .! 

Experience during the recent past suggests that the authority 
to set, if and as circumstances may require, minimum down pay- 
ments and maximum maturities on instalment credit for the 


purchase of consumer durables would be a useful adjunct to other 
stabilizing measures. 


Although the President emphasized that “present condi- 
tions do not call for the use of such authority,” he con- 
cluded that it was “a good time for the Congress and the 
Executive Branch to study the problem.” 


Congress usually has been reluctant to authorize controls 
on consumer credit; it would be doubly so in an election 
year. So far this session, no sentiment for reinstituting 
controls has shown itself among the legislators. But Sen. 
J. William Fulbright (D-Ark.) and Rep. Brent Spence 
(D-Ky.), chairmen, respectively, of the Senate and House 
Banking committees, have indicated that they will schedule 
hearings if the administration so requests. Chairman 
Spence has said that if the President demonstrated that 
controls were needed, Congress probably would go along. 





' Direct control over consumer credit has not been exercised since May 7, 1952, when 
the Federal Reserve Board suspended Regulation W. See p. 107. 
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APPREHENSION ABOUT RAPIDITY OF DEBT EXPANSION 


Consumer credit now outstanding is at an all-time high 
of more than $36 billion.2 The volume of the debt, the 
rate at which it has grown, and the lenient terms for 
repayment of many of the obligations have stirred fears 
that the credit boom may endanger stability of the economy. 
More concern has been expressed about the rate of credit 
expansion and the terms of outstanding obligations than 
about the large volume of debt, which in part is only a 
reflection of the general advance in prices. Consumer credit 
outstanding rose $6 billion during the year 1955; between 
March and September the total climbed at an average rate 
of $700 million a month. Homer Jones, a Federal Reserve 
Board economist, said last autumn that the “great problem” 
was, not that consumer debts will become too large, but 
that they will expand at a rate that cannot be maintained, 
so that “when the expansion ceases or the rate . . . declines, 
very serious results will follow.” * 


Indebtedness of consumers has been going up faster than 
disposable personal income—income after taxes; consumer 
credit outstanding increased about 20 per cent last year, 
disposable personal income only around 5 per cent. Con- 


sumer credit amounted to an estimated 13.4 per cent of 
personal income in 1955, as compared with 11.8 per cent 
in 1954. 


Deterioration in the quality of instalment credit is an 
aspect of consumer debt that is especially worrying to 
some observers. President Allen Sproul of the Federal 
Reserve Bank of New York told a joint meeting of the 
American Economic and American Finance associations, 
Dec. 29, that he was “disturbed” by the possibility that the 
expansion of credit volume had been achieved through 
easing of credit terms. 


Maturities, particularly on automobile loans, have been 
stretched from the traditional 24 months to 36 or more 
months. Down payments have been cut to less than the 


2 Consumer credit. as defined by the Federal Reserve Board, includes ‘all credit used 
to finance the purchase of [personal] commodities and services . . or to refinance 
{such} debts.” Its major component, instalment credit, consists of loans, scheduled to 
be repaid in two or more instalments, extended for (1) purchase of automobiles or 
other durables, (2) home improvements, and (3) other personal purposes. Non- 
instalment credit comprises charge accounts, single-payment loans, and service credit- 
amounts owed to doctors, public utilities, ete. 


* Speech before instalment credit section of Texas Bankers Association, Dallas, Oct 
11, 1955 
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one-third or one-fourth of the transaction price formerly 
required; in some cases “No cash down” is the rule. Lower- 
ing of down payments and lengthening of the period of 
repayment have combined to reduce buyers’ equities and 
increase lenders’ risks. Under extremely liberal terms the 
buyer of an automobile may owe, toward the end of the 
repayment period, more than his car is then worth. 


The dangers in such practices were suggested by Vice 
Chairman C. Canby Balderston of the Federal Reserve 
Board in a Chicago address on Sept. 26, 1955. Directing 
attention to the rapid depreciation of automobiles and other 
durable goods, and to the costs of financing time purchases, 
Balderston said: “If the terms are one-fourth down and 36 
months to pay, the owner’s equity at the end of a year is 
only about 10 per cent of the depreciated value, and not 
much more than 5 per cent of the original value. Suppose 
the borrower loses his job, or his sense of responsibility 
toward his obligations, especially if a price decline causes 
him to feel that he has no equity left and that he is 


’ ”? 


‘paying for a dead horse’! 


The Federal Reserve Board reported toward the end of 
last year that “Efforts of producers and distributors to 
maintain high levels of output and sales of automobiles 
and other consumer durable goods continue to exert pres- 
sures for increased extensions of instalment credit.” At 
the same time, the board noted that “Many lenders have 
taken steps to raise lending standards, and the trend toward 
further easing of down payments and maturities appears 
to have slowed.” 4 


LACK OF AGREEMENT ON NEED FOR CREDIT CONTROLS 


Despite indications that credit terms were becoming more 
stable, suggestions came from various quarters that rein- 
statement of some type of federal controls over consumer 
credit might be prudent. President Sproul of the New York 
Federal Reserve Bank said on Dec. 29 that, although he 
had a dislike for controls in general, he believed “that 
there is a temptation to abuse consumer credit in boom 
times, that it can thus become a serious source of insta- 
bility . . ., and that we would not jeopardize our general 
freedom from direct controls by giving the Federal Reserve 
permanent authority to regulate ... [such] credit.” Top 


*“Growth of Consumer Instalment Credit,” Federal Reserve Bulletin, December 
1955, p. 1316. 
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officers of several New York banks later indicated that they 
would approve re-imposition of federal controls.® 


Chairman Fulbright of the Senate Banking Committee 
said on Jan. 19 that consumer credit was expanding dan- 
gerously but that he was not sure that controls were neces- 
sary at this point. However, he added: “If the Federal 
Reserve people want direct controls, we probably will be 
sympathetic.” William McChesney Martin, Jr., chairman 
of the Federal Reserve Board, testified before the congres- 
sional Joint Committee on the Economic Report, Feb. 7, 
1956: “The board does not seek such authority, but if it 
were to be enacted, the board would prefer that it be made 
a part of the basic Federal Reserve Act, to be used as and 
when economic circumstances require. With respect to the 
use of a selective control such as this one, timing is of 
the essence.” A permanent grant of authority would help 
to meet Martin’s admonition that controls “should be as far 
removed as possible from private and political pressures.” 


Treasury Secretary George Humphrey told the same com- 
mittee, Feb. 3, that he did not think “anything like’ con- 
sumer credit controls was required “at the present.” He 
thought it would be “better not to have standby controls” 
but “to wait until you know what conditions you have to 
meet.”” Theodore V. Houser, chairman of Sears, Roebuck 
& Co., told a credit conference of the American Bankers 
Association in Chicago, Jan. 16, that the present volume of 
consumer debt did not warrant government controls. Gen- 
eral Motors President Harlow H. Curtice asserted in New 
York the following day that consumer credit in general, 
and automobile credit in particular, were “receiving atten- 
tion in high quarters . . . entirely out of proportion to the 
need”; in his opinion there was “no cause for anxiety.” 


GENERAL AND SELECTIVE FEDERAL CREDIT CONTROLS 


Under the Eisenhower administration—which came into 
office determined to keep economic controls at a minimum— 
the federal government has been utilizing general rather 
than selective credit controls. Credit in general can be 


5 R. E. McNeill, Jr., president of the Hanover Bank, on Jan. 18, and W. N. Enstrom, 
chairman of the Irving Trust Co., a week later, said they would favor federal controls 
if lenders failed to correct abuses themselves. 5S. Sloan Colt, chairman of the Bankers 
Trust Co., said, Jan. 25, that he thought consumer credit was “such an important 
factor in the total credit picture” that the government should have power to control 
its expansion. 

® The only selective contro] currently exercised is regulation by the Federa] Reserve 
Board of margin requirements on stock market transactions. 
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tightened through exercise of the Federal Reserve Board’s 
power (1) to change the discount rate—the rate on loans 
made by Federal Reserve banks to member banks, (2) to 
sell government securities in the open market, or (3) to 
increase reserve requirements of member banks. 


The last time the government undertook to regulate 
consumer credit directly was in the early autumn of 1950 
under temporary authority granted by the Defense Produc- 
tion Act. That law, enacted to help cope with the Korean 
war emergency, gave the Federal Reserve Board power to 
re-impose controls under Regulation W, which had been in 


force during most of the period from Sept. 1, 1941, to 
June 30, 1949.7 


Regulation W, as revived Sept. 18, 1950, required min- 
imum down payments of 33 1/3 per cent on purchases of 
automobiles, 15 per cent on major appliances, 10 per cent on 
furniture, and 10 per cent on home-improvement materials 
and services. The maximum period for payment of the 
balance was fixed at 21 months in the case of automobile 
purchases and at 18 to 30 months for the other items. Down 
payments on appliances and furniture were increased, and 
maturities on all items except home-improvement materials 
and services were shortened in October, but the terms 
were relaxed again in July 1951. 


By then, as Federal Reserve Chairman Martin reported to 
the Joint Committee on the Economic Report, “The infla- 
tionary expansion of outstanding instalment credit .. . [had 
come] to a halt.” The total of instalment credit outstand- 
ing declined $441 million during the ten-month period from 
September 1950 to July 1951; there had been a $2.7 billion 
increase in the total during the corresponding period from 
September 1949 to July 1950. 


Regulation W continued in force until suspended by the 
Federal Reserve Board on May 7, 1952. Nearly 200,000 
lenders and retailers were then registered as subject to 
the regulation. When Congress extended the life of the 
Defense Production Act in June 1952, it failed to renew 
the authority to control consumer credit. Within a year 
the total of such credit outstanding had increased by more 
than $5 billion. 


* The controls were not in effect between Nov. 1, 1947, and Sept. 20, 1948. Regu- 
lation W was promulgated originally under authority of an executive order issued in 
August 1941; it was reinstated under legislation enacted in September 1948. 
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Expansion of Consumer Credit in Prosperity 


AMERICAN CONSUMERS owed $36.2 billion at the end 
of last year, according to Federal Reserve estimates. In- 
stalment credit accounted for $27.9 billion of the debt, non- 
instalment credit for $8.3 billion. Automobile loans totaled 
$14.3 billion, an increase during 1955 of nearly $4 billion. 
Instalment loans extended for other purposes amounted to 
around $13.6 billion, up about $1.5 billion during the year.® 
Repair and modernization loans and service credit were the 
only types of consumer debt that failed to show sizable 
increases. After slacking off in October and November, 
consumer credit as a whole made a steeper-than-expected 
climb in December. Some experts were of the opinion, 
however, that that rise may have been largely seasonal. 


CONSUMER CREDIT OUTSTANDING 
(in billions of dollars) 
End of year Instalment Non- 


or month Automobile Other* instalment Total 
1939 1.5 3.0 2.7 ta 
1945 0.5 2.0 3.2 5.7 
1950 6.3 8.2 6.3 20.8 


1954 10.4 12.0 7.7 30.1 


1955 
Jan. 10.4 12.0 
Feb. 10.6 11.9 
Mar. 11.0 11.9 
Apr. 11.5 12.0 
May 12.0 12.1 
June 12.5 12.4 
July 13.0 
Aug. 13.5 
Sept. 13.9 
Oct. 14.1 
Nov. 14.2 } 35.0 
Dec. 14.3 3 36.2 
* Includes repair and modernization loans, personal loans, and loans 
for purchase of consumer goods other than automobiles. 
Source: Federal Reserve Board. 
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Approximately 43 per cent of the spending units ques- 
tioned in the 1955 Survey of Consumer Finances had in- 
curred obligations which they were repaying in instal- 

*A Department of Commerce publication has noted that the increase in non- 
automobile credit, though smaller than that in automobile credit, was relatively steady 


and showed no signs of tapering off toward the end of the year.—‘Indebtedness of 
Individuals in 1955," Survey of Current Business, January 1956, p. 3. 
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ments. Nearly three-fourths of the indebted spending 
units were making instalment payments equal to less than 
20 per cent of their disposable personal income, but the 
payments being made by more than one-fourth of the units 
amounted to at least 20 per cent of disposable income. 
Most of the instalment debts were due to be repaid in a 
relatively short time; more than 60 per cent of the units 
having such obligations were scheduled to pay off within a 
year. The time period was shorter for debtors with in- 
comes below $5,000 than for those with larger incomes. 


Most of the instalment debt had been incurred by spend- 
ing units in the $4,000-$8,000 income bracket. About 60 
per cent of the debtors owed less than $500. Consumers 
with few or no liquid assets but with relatively large in- 
comes tended to make use of credit facilities more fre- 
quently than persons with sizable liquid assets but small 
incomes. However, nearly one-third of all consumers in 


debt had liquid assets exceeding their short-term obliga- 
tions.!° 


James K. Vardaman, Jr., a member of the Federal Re- 
serve Board of Governors, has characterized today’s “typ- 
ical instalment borrower’ as follows: He is “not an im- 
provident man with small income. He is chiefly an urban 
or suburban dweller, is generally above 25 and under 45 
years of age, is married and has children to support, has 


an average income of about $5,000, and often has sizable 
financia] assets.” © 


DOMINANCE OF AUTOMOBILE CREDIT IN DEBT TOTAL 

Automobile loans have been the biggest factor in the 
expansion of consumer credit. Automobile credit accounted 
for almost two-thirds of the whole $6 billion rise in short- 
term and intermediate-term consumer indebtedness last 
year and comprised more than one-half. of all instalment 
credit outstanding at the end of the year. New loans on 
automobiles in 1955 totaled almost 50 per cent more than 
in 1954, despite a decline toward the end of the year. 





*°A spending unit is defined as “all persons living in the same dwelling and related 
by blood, marriage, or adoption, who pool their incomes to meet their major expenses.” 
The Survey of Consumer Finances, conducted by the Federal Reserve System in co- 
operation with the University of Michigan Survey Research Center, was based on 
3,119 interviews in January and February 1955 in the 12 largest metropolitan areas 
and in 54 additional sampling areas. 

"1955 Survey of Consumer Finances: The 
Federal Reserve Bulletin, June 1955, pp. 609-622 ; “1955 Survey of Consumer Finances: 
Purchases of Durable Goods in 1954,” Federal Reserve Bulletin, May 1955, pp. 465-481. 


“Speech before Georgia Bankers Association, Valdosta, Ga., Oct. 19, 1955. 
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Increased sales were chiefly responsible for the rise in 
automobile credit,'2 but liberalization of credit terms also 
was an important factor. Nearly 75 per cent of all new 
cars delivered to purchasers in the third quarter of 1955 
were sold on time; the proportion for the year as a whole 
exceeded 60 per cent. Whereas the typical instalment con- 
tract in mid-1954 had a 24-month maturity, contracts with 
36-month maturities had become fairly common by last 
summer and maturities of as long as 42 months were re- 
ported. Most, though not all, lenders still required down 
payments of one-fourth to one-third of the purchase price.™ 
In cases where only nominal down payments were accepted, 
the reduction frequently was effected by granting over- 
allowances on trade-ins. The average instalment note in 
October 1955, according to the Federal Reserve Board, 


amounted to $2,200 as compared with about $2,000 a year 
earlier. 


FACTORS UNDERLYING GROWTH OF CONSUMER CREDIT 


The favorable financial position of consumers and vig- 
orous selling efforts by producers helped to promote the 
upward surge of consumer debt last year. Employment, 


earnings, and disposable personal income reached record or 
near-record proportions. Both manufacturers and retailers 
relied heavily on special promotions to stimulate demand 
and move record stocks of goods, and many of the sales 
campaigns specifically encouraged purchases on the instal- 
ment plan. At the same time, there was intense compe- 
tition among lenders for instalment business. 


Sociological as well as economic factors have contributed 
to growth of consumer credit. Instalment purchasing, 
formerly frowned upon, has become increasingly respect- 
able. As Gov. Vardaman of the Federal Reserve Board 
commented last autumn, there has been a “great lifting of 
animosity to consumer credit.” '* People used to borrow 
only when they had to; now they borrow to improve their 
standards of living. According to one authority on con- 
sumer finance, the growth of pension funds, hospital and 


medical insurance, and unemployment compensation has 
The total of 7,941,000 passenger cars produced in 1955—an all-time record— 
compared with 6,665,000 produced in 1950 and 6,135,000 in 1953, the two biggest years 
up to then. 
8 According to one banker, banks were “not giving loans on physical goods, .. . 
{but were] making character loans on a mass-production basis.”—Quoted in Business 
Week, Aug. 6, 1955, p. 54. 


% Speech before Georgia Bankers Association, Valdosta, Ga., Oct. 19, 1955. 
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made families “more willing and better able to acquire 
family assets through the use of credit.” 5 


Consumers since the war have had an increased amount 
of income remaining after taking care of subsistence needs. 
Larger incomes not only have raised purchasing power but 
also have improved credit eligibility. Consumers thus have 
been able to reach out for more expensive items of a sort 
customarily sold on credit. Changes in living habits also 
have been conducive to acquisition of major household ap- 
pliances and automobiles. Lack of servants has made even 
middle-income families dependent on labor-saving devices, 
and instalment payments on those devices are made in lieu 
of wages to domestic help. Similarly, the modern refrig- 
erator has replaced the iceman, and the family car to some 
extent the services of public transportation facilities. 


The postwar housing boom is another development that 
has contributed strongly to the demand for consumer dur- 
able goods. About one-tenth of the married couples in the 
United States in early 1947 were sharing living quarters, 
and many others were occupying makeshift abodes. Such 
conditions, and the rising birth rate as well, generated 
heavy pressure to seek separate and larger dwellings. 


Growth of consumer credit has been accelerated, in addi- 
tion, by introduction of instalment buying in new areas. 
A case in point is the increased use of so-called revolving 
credit plans by department stores. Such plans allow the 
customer to purchase a series of items, formerly available 
only on a cash or charge-account basis, at the same rate of 
repayment, on the same account, and with only one credit 
clearance; each month an amount of new credit equal to 
the amount repaid is made available. 


Consumer Credit and Economic Stability 


CONSUMER CREDIT did not develop on any sizable scale 
until after the First World War. Automobiles were sold 
on the instalment plan as early as 1912, but instalment 
selling did not expand substantially in that or other fields 


1% Ernest A. Dauer, director of consumer credit studies, Household Finance Corpora- 
tion, speech to Robert Morris Associates, Dallas, Nov. 14, 1955. 
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until the 1920s. Because banks failed to anticipate the 
demand for such financing as then arose, a consumer credit 
industry composed of small loan companies, Morris Plan 
and industrial banks, credit unions, and finance companies 
sprang up. To meet that competition, banks finally began 
to offer instalment loans to consumers, and such direct lend- 
ing grew markedly during the 1930s. 


The fact that defaulting did not materialize in the early 
thirties on the scale anticipated was “‘one of the things that 
changed people’s minds about instalment credit,” according 
to Sidney E. Rolfe, economist for the C.I.T. Financial 
Corporation. The consumer credit industry consequently 
felt free to make loans under a “personal credit’”’ concept, 
rather than the “collateralized” concept, and banks “moved 
into the area of personal credit much further than other 
institutions.” !* 


IMPORTANCE OF CONSUMER CREDIT IN U.S. ECONOMY 

Consumer credit has been recognized for many years as 
a vital factor in the national economy. The area which it 
occupies is strategic because of its size. Almost two-thirds 
of all automobiles and around one-half of all major house- 
hold appliances are sold on time. 


Consumer credit is important to the national economy 
because of its relation to the mass production and distri- 
bution of consumer durable goods. ‘‘Without consumer 
credit ...,” Gov. Vardaman of the Federal Reserve Board 
has pointed out, “mass production would be impossible. 
Without mass production, mass employment would not be 
possible. . . . In other words, continued high-level employ- 
ment is largely contingent upon the full use of a sound and 
steadily expanding system of consumer financing, and the 
liquidity of consumer credit is heavily contingent upon a 
sustained high level of employment.” If the economy is to 
“grow on the basis of private spending,’”’ Vardaman con- 
cluded, there must be a “long-term, orderly, and sound ex- 
pansion of consumer and real estate credit.” 


Consumer credit is important also because it contributes 


* National Industrial Conference Board, The Economics of Consumer Debt (report 
f meetir f the Conference Board Econ hic Forum, Sept. 27, 1955), p. 20 Rolfe 
explained that under the collateralized concept the lender believes that the debt out- 
tanding should at no time substantially exceed the market value of the collaters! 
Under the personal credit concept the lender regards the value of the purchase or the 
amount of the down payment of little importance so long as the borrower is “‘a good 
guy morally and financially a good risk.” 
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to the dynamic nature of the economy. George Katona of 
the University of Michigan observed at a National Indus- 
trial Conference Board meeting, Sept. 27, 1955, that instal- 
ment buying of automobiles and large household goods is 
closely related to rising incomes: “People who have ex- 
perienced income increases, and aspire for and confidently 
expect further increases, hurry to change their standard of 
living; they go into debt, not according to their current 
income, but according to their expected income.” 


In the present prosperous period, Katona noted, con- 
sumers borrow in order to make “unnecessary replacement 
purchases.” In contrast to the situation in the wake of 
World War II, when individuals bought automobiles and 
other durable goods to satisfy immediate needs, today they 
buy television sets, washing machines, and cars even when 
those they already own are still in good condition. “This 
technologically unneeded replacement... is one of the great 
dynamic factors in our economy. It is strongly associated 
with aspirations, with quick transformation of one’s stand- 
ard of living, and with going into debt. It is associated 
with the great desire for innovations—new gadgets and 


new articles. We have a dynamic economy which is helped 
by instalment buying.” '” 


The value of consumer credit was demonstrated by the 
stimulation it supplied to help lift business out of the 1954 
recession. “Think of what the government... might have 
had to do,” Geoffrey H. Moore of the National Bureau of 
Economic Research said last September, “if consumer credit 
and the related expansion in the automobile... and... 
housing [industries] hadn’t stepped into the breach and 
filled up the gaps that developed in 1954.” '8 


The December issue of the Federal Reserve Bulletin 
termed the past year’s $5 billion increase in instalment 
credit an “important factor in the upswing in economic 
activity.” Delos C. Johns, president of the Federal Re- 
serve Bank of St. Louis, told the American Bankers Associ- 
ation’s credit conference at Chicago, Jan. 17, that heavy 
consumer buying had been chiefly responsible for a 12 per 
cent increase in the gross national product since the autumn 
of 1954. 


7 Tbid., pp. 46, 48 
 Ibid., p. 61 
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DEFENSE OF PRESENT VOLUME OF CONSUMER CREDIT 


Many observers maintain that the gross national product, 
at its present record level, can support the current volume 
of consumer credit. They contend that in view of the in- 
creases in production and income, and also in population— 
the growth of the country as a whole—the enlargement 
of consumer debt is to be expected and is not unreasonable. 
President Curtice of General Motors said at a press con- 
ference in New York, Jan. 17, that the expansion of con- 
sumer credit, although substantial, represented a “very 
normal situation which has accompanied the growth in... 
population, in . . . disposable income, and . . . in consumer 
purchasing.” 


Other observers have gone farther to assert that the 
level of consumer debt is not as high as might be war- 
ranted. Arno H. Johnson, director of research for the 
J. Walter Thompson Co., told a Boston audience on Oct. 17 
that consumer credit could expand by 60 per cent without 
becoming over-extended in relation to discretionary in- 
come—income less taxes and basic living expenes. Rep. 
Wright Patman (D-Tex.) said in the House, Jan. 30, that “If 
anything, use of consumer credit needs to be expanded— 
not contracted—if we are to increase purchasing power 
sufficiently to support the needed rise in retail sales.” 


Ernest A. Dauer of the Household Finance Corporation 
told a Dallas audience last November that if mass demand 
is to be sustained and expanded, the average family’s 
volume of credit must grow. “The average family,’”’ Dauer 
said, “needs the convenience of charge accounts for its 
day-to-day transactions, the use of the time-payment plan 
to raise its scale of living, and the safety valve of personal 
instalment cash lending to enable it to meet those emer- 
gencies which are unavoidable in a free economy.” Rep. 
Patman on Jan. 23 called instalment credit “the average 
man’s credit.”” He went on to say: “Unlike our wealthy 
citizens, he cannot accumulate large savings. This is the 
only means he has of saving. It is the only way many of 
our families can acquire today’s necessities and improve 
their standard of living.” 


RISKS FOR NATION’S ECONOMY IN BIG CONSUMER DEBT 


Those who have misgivings about the recent rate of 
credit expansion are concerned—in view of the extent to 
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which the economy has been stimulated by that growth— 
about what would happen to the current business boom if 
the rate of credit expansion slowed down. They point out 
that, while extensions of credit supplement consumer in- 
come and stimulate demand during the upswing of an eco- 
nomic cycle, repayments of debt act as a drain on income 
and intensify the decline during the downswing. When 
incomes shrink during the downswing, debtors, in order to 
keep up instalment payments, are forced to cut back ex- 
penditures more than would otherwise be necessary. Such 
reductions in consumer buying steepen what might other- 
wise be a fairly mild business downturn. 


“If consumer incomes should fail to continue their recent 
increases—or if they should decline,” Stanley H. Rutten- 
berg, research director of the A.F.L.-C.1.0., has written, 
“then the debt structure could become an unduly heavy 
burden.” !9 


Many critics of the rapid rise in consumer credit fear 
that the current buying spree may have cut into future 
production and sales. President Sproul of the New York 
Federal Reserve Bank pointed on Dec. 29 to the possibility 


that the nation’s productive capacity had been driven to 
“unsustainable limits . . . by borrowing consumer demand 
from the future.” Sen. Fulbright similarly said on Jan. 25 
that “It now appears that a great part of the [1955] 
boom ... was borrowed from the future, in the form of 
great increases in private debt for consumer durables.” In 
that case, last year’s boom may have been achieved at the 
expense of substantially lower levels of production this year. 
Robert R. Nathan, a top government economist during 
the Roosevelt administration, suggested to the Joint Com- 
mittee on the Economic Report, Jan. 31, that the auto- 
mobile industry might have been better off “with seven 
million cars sold in 1955 and 1956 .. . than [with] eight 
million last year and six million this year.” 


Whatever may happen later in the year, automobile pro- 
duction fell off in the first month. January output of 
Plymouth cars was 18 per cent lower than in the same 
month a year ago; Ford output was down 12 per cent and 
Chevrolet 2 per cent. The Wall Street Journal of Jan. 30 

Stanley H. Ruttenberg, “There May Be Shoals Ahead,” Saturday Review, Jan. 21, 
1956, p. 35. Ruttenberg had reference to mortgage debt as well as short-term debt. 


Many families who are making instalment payments are paying off mortgages at the 
same time. 
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reported that the number of unemployed in Detroit had 
risen from 52,000 in mid-1955 to an estimated 70,000, and 
it noted that Detroit banks and finance companies were 
expecting a rise of delinquencies in instalment payments. 


Some economists always have distrusted consumer credit 
because of its volatility. Instalment credit is used chiefly 
for purchases of durable goods, for which the demand tends 
to be unsteady; consumer durables last a long time and 
their replacement can be postponed if necessary. When 
conditions make for postponement, production and employ- 
ment in the affected industries decline sharply. Thus the 
industries which depend heavily on consumer credit are 
likely at times to become weak points in the economy. 


PLEAS FOR GREATER RESTRAINT AND CAUTION IN LENDING 


Business and government spokesmen alike have decried 
unscrupulous use of credit as a weapon of competition. 
They have condemned cooperation between lenders and 
dealers in making the size of monthly payments the main 
basis of sales appeals. The Instalment Credit Commission 
of the American Bankers Association advised its members 
last autumn that, with respect to automobile financing, 
“Transactions [that] would overburden the individual with 
debt . . . should be declined regardless of the terms in- 
volved.” The commission explained that “This means that 
terms on instalment lending should not be guided pre- 
dominantly by competition.” 2° Chairman Martin of the 
Federal Reserve Board on Jan. 16 deplored the “fringe 
operators, in banking, the stock market, and business gen- 
erally, who will let their competitive drive lead them to 
consider the impact of their actions only on their own 
business.” 


Many authorities believe that the answer to the problem 
of excessive consumer credit lies, not in re-imposition of 
federal controls, but in voluntary exercise of greater 
caution and self-restraint by businessmen and lenders. The 
Instalment Credit Commission has asserted that “There 
is nothing wrong with the instalment credit picture that 
reasonable self-restraint and careful selection of credit 
risks will not remedy.” 2! 

* Instalment Credit Commission of the American Bankers Association, Timely Notes 


on Instalment Credit (Bulletin No. 209, September 1955), pp. 3-4. 
™ Jbid., p. 2. 





